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KEY URUGUAYAN ECONOMIC INDICATORS 


(All values in U.S. $ millions calculated at average annual financial exchange rate: 
most 1978 data are preliminary estimates.) 


1976/77 1977/78 
1977 % Change 1978 % Change 


Exchange Rates: 1/ Commercial 1 US$= 4.67 + F 6.07 + 30.0 
Financial 1 USS$= S33 . 6.08 + 28.5 


INCOME, PRODUCTION AND WAGES 


GDP at Current Prices 

GDP at Constant 1961 Prices 

Per Cap. GDP, Current Prices ($000) 
Industrial Production Index: 2/ 
Agricultural Production Index: 2/ 
Real Wage Index (1968 = 100) 


MONEY, PRICES, FISCAL PERFORMANCE 


Money Supply (M3; new peso value, 

as of Dec. 31 5571.9 
Consumer Price Index (1968 = 100) 5506.3 
Fiscal Deficit (as % of expend.) 7.6 
Public Invest. (as % of expend.) 1357 


TRADE AND EXTERNAL ACCOUNTS 


Net Gold & Foreign Exch. Reserves: 3 453. - 788.2 
Foreign Debt: 4/ 1338. + 17. n.a. 
Annual Debt Service: 5/ 168. 26. 298.1 
Balance of Payments: Goods, 
Services, Transfers (net) - 97. - n.a. 
Capital Account (net) + 180. - 120.0 
Balance of Trade: - 122. 
Exports (FOB) 607. 
Imports (CIF) 729. 
Exports to U.S. 88. 
Imports from U.S. 74. 


- n.a. 
a4 Sz n.d. 
24.3 n.a. 
50.2 122.9 + 40.0 
a2.0 90.3 + 22.0 


+ 
ae 
oe 
os 


Main 1977 Imports from U.S. (1976 equiv. in brackets: 1978 data not available): 
Chemicals 15.5 (16.1), Machinery and transport, 25.4 (18.8). 
Main 1977 Exports to the U.S. (1976 equiv. in brackets: 1978 data not available): 


Leather-wearing apparel 24.7 (21.0), shoes 20 (12.8), woolen-wearing apparel 9.5 (3.0), 
leather handbags 4.5 (1.5). 


Footnotes: 

1/ The commercial rate is used for import/export transactions and the financial 
rate was determined by the floating foreign exchange market: rates now unified. 

2/ Physical volume index based on 1961 = 100. 

3/ Of the official Central Bank and Bank of the Republic; gold valued at $120 
in the 1977 figure and $155 in the 1978 figure as in official data. 

4/ Of the banking system, official and commercial. 1978 official debt understood 
to be reduced by $50 million. 

5/ Interest and amortization on both public and private debt. 


Source: Banco Central del Uruguay, except U.S. trade derived from U.S. Commerce 
Dept. data. 





SUMMARY AND OVERVIEW 


The results of Uruguay's fiscal, monetary and development policies 
showed modest progress during 1978, as did the balance of payments. 
Inflation was brought down to 46%, aided by further reduction of 
the fiscal deficit to 6.3% of expenditures and end of year pressure 
on the money supply. Manufacturing and construction growth helped 
to overcome declining agricultural production to permit the GDP to 
grow by an estimated 2.5%. However, falling real average hourly 
wages (down 3.5% in 1978) continued to squeeze the average con- 
sumers' buying power, even as public investment continued to grow. 
Externally, Uruguay's international trade netted a reduced commer- 
cial deficit estimated to be under $40 million. A continuing inflow 
of capital brought about a global balance of payments which was 
$120 million in surplus, combined with a reduction in the official 
foreign debt of $50 million. 


In international trade, Uruguayan exports grew marginally in real terms 
(at an estimated 13 percent) while imports rose by only 5 percent. Key 
growth occured in both leather product exports, which accounted for most 
of the total sales to the United States, and fish exports, which more than 
doubled in value to $22 million. Bilateral trade with the United States 
produced a $32 million surplus, even though imports from the United States 
still grew by an estimated 22 percent. Then, in November, the Uruguayan 
government removed identified export subsidies on certain leather and 
textile goods going to the U.S. market, following the countervailing 

duty action taken by the U.S. Treasury. This action, coupled with soaring 
international leather prices, indicate a difficult year ahead for Uruguayan 
leather products. The volume of beef exports is also expected to decline, 
perhaps 20 percent below 1978 levels. 


The most significant economic news of the year was the pursuit of a more 
liberal economic and international trade policy, which became evident 
during 1978. The IMADUNI system of simplified import procedures and 
unified import charges was adopted on January 1, 1978. In August, the 
government decreed a more liberal agricultural policy, which removed 
official barriers to modernizing production. At the same time, 
agricultural inputs were freed from import charges. Then, in January 1979, 
a new liberal import policy was implemented, and maximum surcharge rates 
declined to 90-110 percent. Plans are being made and steps will be taken 
to finalize a list of noncompetitive imports on which a basic 35 percent 
Single import charge will apply, and reductions will be made to that 

rate for domestically produced items by 1985. 
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These major government policy advances, in combination with exchange/ 
monetary developments, have accelerated the removal of economic dis- 
tortions and should, if pursued, increase Uruguay's participation in 
international trade. Attendant opportunities for U.S. products are 
already showing up both in U.S. exports and new interest in establish- 
ing of agent/distributor relationships. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Trade Developments. While the consumer market continues stagnant under 
further declines in real consumer purchasing power, construction, tou- 
rism and export trade is providing some growth for the economy. The 
resort area of Punta del Este drew both major investments in housing 
(est. $200 million) and an exceptional influx of Argentine and Bra- 
zilian tourists seeking lower Uruguayan prices for both tourism and 
consumer products. Total exports grew by an estimated 13% (essen- 
tially maintaining a little more than their 1977 real value) while 

the import flow was held to a 5% increase. (Growth came from non- 
traditional exports, a category including some 63% of the total in 
1978. The balance of trade registered a deficit running at an esti- 
mated one-third of the 1977 level of $122 million as the pace of 
imports slowed. Capital movements, however, more than adequately 
covered the deficit, leaving net additions to reserves of over $120 
million by the end of 1978. 


t yet available, Brazil was 
Urucuay's dominant source of imnorts in 1977 with 14% of the total. 
(In April 1978, Uruguay negotiated what it considered a nearer balance 
in the bilateral trade agreement with Brazil, providing greater Uru- 
guayan export prospects. Since then Brazil has utilized the safeguard 
clause to cut some resultant trade.) Argentina was the second sup- 
plier of imports with 12%. Its 10.6% put the United States in third 
position during 1977. 


While detailed import data for 1978 are no 


The recent export picture for Uruguay has been mixed. Major continu- 
ing conquest of the U.S. market for leather products, greater frozen 
fish sales, and the improved agreement with Brazil are all plusses. 
Continuing programmed reductions in official export incentives are 
making competition more clearly felt, however, as has the removal of 
some export benefits under U.S. countervailing duty pressure. More 
specific problems for the near future include the reduced availability 
of leather, both domestic and foreign, for Uruguay's major export in- 
dustry. It is already importing a third of its raw material needs. 
Building cattle herds for the future under the new incentive to beef 
production contained in new government policies is also likely to 
create a pause in beef exports. On the other hand, fish exports have 
doubled annually recently, becoming a new source of significant for- 
eign exchange, and wool prices and volumes have been rising. 





Generally the policy has been continued as the government pursues the goals 
of a more liberal economy and export-led development through the new decrees 
cited above. For the longer term, the cattle sector has already begun 
mobilizing to raise production against the prospect of higher international 
prices, a global protein shortage, and the need for more leather raw 
material. But the results will be seen in 3 to 4 years as herd numbers 
begin to grow significantly. Meanwhile, more efficiency should be possible 
with modernized agricultural methods implying new import needs. The 
IMADUNI, in combination with the staged deprotection of local indus- 

try, is programmed to simplify the import process and cut the cost of 
imported goods to correct major price distortions created by import 
substitution policies. The moderate pace of change in import protec- 

tion is calculated to permit domestic industry time to invest in in- 
creased efficiency. But as the program advances lower consumer costs 

are predicted to lower both inflationary pressures and the wage com- 

ponent of Uruguayan exports. 


Fiscal Performance. The government continued to improve its tax admin- 
istration during 1978, bringing the fiscal deficit down further to 

6.3% of expenditures (or 1% of GDP). Expenditures were held at 1977 
levels in most cases in spite of higher than expected inflation during 
the year. Revenues continued to rise, reaching over 15% of the GDP. 

Lags in the construction of the Palmar Hydroelectric project brought about 
in part by the same adverse weather conditions which have plagued crop 
agriculture over the past 3 years have eased the pressure on available 
resources. In spite of the delay in that project, public capital investment 
in 1978 was higher in real terms than in 1977, amounting to an estimated 
2.4 percent of GDP, up from 1.9 percent. Continuing reductions in the 
weight of tax credits granted to exports (reintegros) also lessened the 
pressure on available revenues. 


Monetary Policy and Finance. The government's anti-inflationary objec- 
tives were partially met in the past year. The money supply grew by 

an estimated 69 percent, while the consumer price index rose by 46 percent. 
Peso deposits mostly accounted for that growth, as the pace of offshore 
borrowing decreased because of growing availability of peso financing 
at relatively attractive rates. By lowering legal reserve requirements 
and structuring them to favor peso lending, Central Bank authorities 
tried to achieve lowered rates and dampen capital inflow. The anti- 
inflationary effect was limited, however, as large capital inflows were 
still induced which produced a major addition to reserves. In another 
move to lower inflationary expectations, the Central Bank late in 1978 
announced its intention to buy and sell exchange at the commercial 
exchange rate, thus effectively achieving a unified exchange system. 
Then, later in the year, the Bank also fixed the forward exchange rate 
for dollars by projecting ahead by 3 months the rate at which the peso 
would be devalued. 
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Uruguay's international credit continues firm. Its growing access to 
international financial markets has permitted longer term financing at 
improving rates. Major commercial borrowing included $45 million for 
ANCAP (the official petroleum agency) and $85 million for Central Bank 
refinancing and fishing industry development, both from Bank of America- 
led consortia. A $100 million loan from a Citibank-led consortium was 
also signed to finance construction of the Palmar Dam. Terms of those 
loans helped the country to improve its debt profile. From 1975 to 1977, 
the ratio of debt service to exports declined from 0.77 to 0.28 while 
the relative size of total foreign debt measured against annual exports 
moved from 0.40 to 0.53. Then in 1978 reserves continued to grow, while 
total foreign debt reportedly began to level off. 


Agricultural and Industrial Production/Policies. Gross Domestic Product 
increased during 1978 by an estimated 2.5%. That growth was a mix of 


7.5% in manufacturing and 9.5% in construction, in combination with a 
decline in the value of agricultural production by 6.5%. Excessive 
rains combined with losses caused by pre-August 1978 pricing policies 
in the livestock sector created the agricultural problems which in fact 


spawned important new policies and led to the declining index. Looking 
ahead, beef exports for 1979 will probably drop 20 percent, although it will 


be in a rising market. 112,000 tons of wheat imports were needed from the 
United States in 1978 because of falling wheat production. Twice that amount 
will be needed in 1979. 


In redirecting its production policy, the government announced that it will 
liberalize the agricultural sector in August 1978. For the livestock 
industry, the changes were fundamental, releasing the internal prices from 
government control and allowing packing houses the choice to supply local 

or international markets. (Import charges and tariffs on farm machinery 

and inputs are being largely removed as well.) Internal beef prices were 

at or above international prices by early 1979 after years of control which 
discouraged production. Recovery of signicantly higher stock and production 
levels will take 3 to 4 years. Field crops, fruits, and vegetables are also 
to be sold without price controls or support prices. On the other hand, 
import competition can enter with an average 30 percent import charge. 

Due to the recent drought, increased imports are likely not only in wheat 
but in some consumer foodstuffs. 


Industrial product competition from imports remains a key policy question. 
In late December, the government announced the adoption of a significant 
industrial tariff reduction policy. Several of the new measures were 
designed to be implemented beginning January 1, 1979, such as the reduc- 
tion in surcharge rates; others will be phased in over a five year period 
beginning January 1, 1980. Surcharges and other import taxes are to be 
folded into a single "basic tariff"' whose rate will be 35%. This tariff 
rate will be assessed on imported industrial goods not produced in Uruguay 
(a committee is currently drawing up that list), and will become the rate 
applied to competitive industrial imports after staged reductions through 
1985. 





INDUSTRIAL DEVELOPMENTS 


Development Projects. A number of major projects that will modernize 
the country's infrastructure are underway or planned for the near 
future. These include several hydroelectric dams, expansion of the 
electric power transmission and distribution network, modernization 
of country's communication system, installation of a natural gas 
pipeline, and expansion of the country's commercial fishing fleet. 


Fishing Industry. The growth of the national fishing industry con- 
tinues at its very successful pace of the last 2 years, with the United 
States as its largest buyer of exported frozen fish. Under the direc- 
tion of the 1973 National Fishing Plan, reaching a projected sus- 
tainable catch of 200,000 tons by 1980 remains a real possibility. 

The 1978 catch produced 30,000 tons of exported, cleaned and pro- 
cessed fish and an export income of $22 million. Exports were %12 
million in 1977; 1°7° projections see $35 million. Total invest- 

ment today in coastal fishing is estimated at $11--12 million for 

boats and $18 million in processing facilities, with much larger 
investment figures projected for 1979 for additional processing 

plants and ancillary port facilities. Fishing authority officials 
project the purchase of 30 to 35 additional boats in the next few 
years. 


Energy. The construction of the Salto Grande hydroelectric dam on 
the Rio Uruguay has fallen slightly behind schedule. [Its current 
timetable calls for the first of two Soviet built hydroelectric 
turbines to be fully operational by late May 1979 after a general 
delay in the delivery schedule. An Uruguayan delegation met with 
Soviet authorities in Moscow in early 1979 to discuss the timetable 
for delivery of the remaining generators. Work on the Palmar hydro- 
electric project continues with completion scheduled for 1982. Autho- 
rities at the Paso de los Toros hydroelectric facility have stated 
that all original generators of this power plant will be replaced 
soon after the completion of the Salto Grande hydroelectric power 
plant. 


Aviation. The Uruguayan national airline, PLUNA, has accepted de- 
livery of two used Boeing 727 jets from Lufthansa. The planes will 
be used for passenger service to Brazil, Bariloche in Argentina, 
Paraguay and Chile. PLUNA's flights to Brazil and Argentina have 
already been initiated. Aero Uruguay, Uruguay's new cargo transport 
airline, began charter service to the United States in 1978. A 
project to extend and modernize the major runways of the Carrasco 
International Airport is expected to get underway before the close 
of 1979. The GOU is also continuing its efforts to upgrade airport 
security. There are some problems of policy. A recent decree was 
approved which could tax foreign airlines serving Montevideo in a 
discriminatory manner. 
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IMPLICATIONS FOR THE UNITED STATES 


Although small in real terms, Uruguay’s trade with the United States 
has grown substantially in recent years. Total two-way trade in 
1978 reached $213 million (U.S. Customs data), up from $158 million 
in 1977 and $107 million in 1976. U.S. exports to Uruguay in 1978 
amounted to $90 million, up 22%; U.S. imports from Uruguay reached 
$123 million, up 42%. To the extent that recent trends and official 
policies continue U.S. trade should expand as Uruguay's export sales 
and need for new equipment and raw materials increase and as the 
country reduces its import barriers. 


In the private sector, there will be a growing market for a wide 
variety of agricultural equipment and machinery, fishing boats and 
related processing and refrigeration equipment, and some food pro- 
cessing equipment. Uruguayan meat packers, interested in developing 
production, will continue to investigate the purchase of cooked and 
corned beef canning lines. In the public sector, the large-scale 
purchases required to modernize the country's infrastructure should 
offer good export opportunities for U.S. firms. As for openings for 
U.S. investment, the position of Uruguay between Argentina and Brazil 
adds opportunities under LAFTA mechanisms and through bilateral trade 
pacts Uruguay has with its important neighbors. Uruguay is currently 
host to about $100 million of U.S. investment. 


If Uruguay continues to opt for economic reform and can implement 
longer term production policies, there will be increased sales op- 
portunities for suppliers of U.S. capital equipment and raw materials. 
In the majority of cases, companies seeking to enter the Uruguayan 
market will find appointing a local sales agent to be the most ef- 
fective first step, although establishing manufacturing facilities 

or investing in agri-business production should not be discounted. 


In the long run, U.S. manufacturers can expect to face continued and 
increased competition from Argentina and Brazil. In addition to 
their cultural ties and geographical proximity, those-countries are 
offering very favorable exnort financing for their products. U.S. 
firms with Brazilian or Argentine subsidiaries are benefiting ac- 
cordingly. However, to the extent that liberalization continues, 
opportunities for a wider range of U.S. exports will also be corre- 
spondingly enhanced. 
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